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Key Economic Indicators 
(In millions of U.S. dollars unless otherwise noted) 


1985 1987 (est. ) 


Domestic Economy 
Population (millions) P 


9 9.9 
Population growth (%) 2% 2.8 
GDP in billions of 1975 sucres 164. 163.8 

% change 4.5 -3.1 
GDP in Current Dollars 11,903 9,425 
Per capita GDP in current dollars 1,266 952 
Consumer Price Index % change 24.4 32.5 


Production and Employment 
Labor force (thousands) 3,090 NA 
Unemployment (avg.%) 10.5 NA 
Industrial Production % change -1.8 NA 
Public Sector Surplus 

(billions of sucres) 24.1 

as % of GDP 1.9 -§.1 


Balance of Payments 
Exports (FOB) 2186 


Imports (CIF) -1631 
Trade Balance $Ss -66 
Current Acct. Balance -548 
Foreign Direct Invest. 70 75 
Foreign Debt (yr-end) 8153 
Debt Service paid 1083 
Debt Service resched. 1005 NA 
Debt service ratio (payments 
. as % of merchandise exports) 34.3 49.5 56.2 
Net Foreign Exchange 

reserves (year-end) 195.9 -21 -16 
Avg. Exchange Rate 93.4 145.41 191.0 


U.S.-Ecuador Trade 
U.S. Exports to Ecuador 584.0 584.5 449.7% 
U.S. Imports from Ecuador 1834.5 1466.7 831.8* 
Trade Balance -1250.5 -882.2 -382.1* 
U.S. share of Ecuador’s 
Exports (%) 68.0 58.0 60.7* 
U.S. Share of Ecuador’s Imports 36.3 35.8 32.7% 
U.S. Bilateral aid 56.4 57.5 59.5 
Economic aid 49.7 53.0 54.0 
Military aid 6.7 4.5 4.5 
*(bilateral trade data are for January-September 1987) 


Principal U.S. Exports (1986): Wheat, machinery and transport 
equipment; chemicals and related products. 


Principal U.S. imports (1986): Crude oil, bananas, shrimp, coffee, 
cocoa. 





Introduction and Summary 


The dominant factor affecting Ecuador’s economy in 1987 was the 
March 5 earthquake which ruptured the trans-Andean pipeline and thus 
significantly reduced oil production for over 5 months. Petroleum 
output decreased by 42 million barrels over the previous year, 
producing a loss of $672 million (at an average value of $16 per 
barrel). The 3.1 percent decline in GDP is thus attributable 
entirely to lost petroleum output. Other economic sectors -- 
particularly agriculture and fishing -- grew strongly. 


After 2 successive years of petroleum shocks to the economy (the 
1986 drop in prices and the 1987 earthquake), Ecuador is poised for 
recovery in 1988. Barring the unexpected, petroleum exports should 
recover to at least 70 million barrels, worth over $1.1 billion at 
$16 per barrel. Agricultural exports (including shrimp) may not 
grow as fast as in 1987, but should account for another $1.1 
billion. Fuel imports should no longer be necessary, and other 
imports are unlikely to grow substantially due to recent rapid 
devaluation of the exchange rate and informal import controls. 
Ecuador therefore should enjoy a global trade surplus in 1988 of at 
least $600 million. Domestic manufacturing and construction, 
however, will stagnate at best, as investment has declined due to 


limited liquidity in the banking system and uncertainty caused by 
the upcoming elections. 


The decline in petroleum production affected both the trade balance 
and the government budget. In 1985 -- prior to the 1986 decline in 
petroleum prices -- oil accounted for 62.8 percent of merchandise 
exports and 60 percent of central government budget revenue. The 
government coped with the loss of oil revenue in 1987 by borrowing 
from abroad (as in 1986), reducing debt-service payments and, to 
some extent, printing money. Inflation was held in check (limited 
to 32.5 percent) by squeezing liquidity out of the private banking 
sector. Foreign debt increased by more than $1 billion. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth 


Preliminary government statistics indicate that real GDP declined 
3.1 percent in 1987, reversing the 2.9-percent growth rate 
registered in 1986. That reversal is attributable entirely to the 
35 percent decline in the petroleum sector. Growth in the remainder 
of the economy was slow but positive at 2.6 percent. The following 
table presents the sectoral GDP breakdown and growth rates for 1987. 
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Sector % share of GDP 


Agriculture and Livestock 
Petroleum and Mining 
Manufacturing 

Construction 

Electricity, Gas and Water 
Services (incl. govt.) 

Net Import Taxes and Tariffs 
Total GDP 


Petroleum 


Crude oil production in 1987 totalled 63 million barrels, a 40 
percent decline from 1986. Crude oil imports (net of repayments) of 
8.5 million barrels (borrowed from Nigeria and Venezuela) kept 
exports from declining below 42.2 million barrels -- still a 36 
percent decline from 1986. The decline in production and exports is 
due to the March 5 earthquake, which destroyed over 30 kilometers of 
the Transecuadorian oil pipeline -- forcing significantly reduced 
oil production for 5 1/2 months. After completion of repairs to the 
pipeline in mid-August, production recovered to around 320,000 bpd. 
Average daily output of about 310,000 barrels per day (bpd) is 
foreseen during 1988, allowing exports of 200,000 bpd. Through 
August, approximately 45,000 bpd of those exports will be destined 
to repay the Venezuelan loan. The OPEC quota of 220,000 bpd has not 
formally been increased, but OPEC has expressed understanding for 
Ecuador’s making up for lost output. 


The fifth round of bidding for petroleum exploration contracts was 
concluded in November. Bids were received for three of the six 
blocks offered. There are now approximately 34 non-Ecuadorian firms 
committed to investing $400 million to explore 3.5 million 

hectares. The largest commitments are from consortia led by U.S. 
firms, including Unocal ($58 million) and Conoco ($44 million). 


Fiscal Policy 


Public sector revenues totalled 391 billion sucres in 1987 -- 
equivalent to 21.7 percent of GDP. With expenditures of 579 billion 


sucres, the public sector deficit totalled 188 billion sucres -- 
10.5 percent of GDP. 


Total revenues increased only 16 percent over 1986, as petroleum 
revenues declined 5 billion sucres to 110.8 billion and other 
revenues increased only 27 percent. Even non-petroleum revenues 


declined in real terms, as consumer prices reportedly increased over 
32 percent during the year. 


Public sector expenditures, on the other hand, increased rapidly -- 
by 42 percent. Both current and capital expenditures increased by 
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approximately that percentage. Part of the increased expenditures 
reflects reconstruction costs after the earthquake. 


About 81 percent of the fiscal deficit was financed through foreign 
borrowing, with the remainder financed by the central bank. 


Monetary and Credit Policy 


The government continued to rely on tight monetary and credit 


policies to reduce inflation and ease pressure on the exchange 
rate. 


According to Central Bank and other estimates, Ml grew 24.9 percent 
in 1987. With inflation over 32 percent, Ml therefore declined some 
7 percent in real terms. 1/ Thus despite the 3 percent decline in 
GDP, M1 declined as a percent of GDP (to 11.5 percent). M2, 
however, increased 32.5 percent, roughly equal to the inflation 


rate. M2 therefore increased slightly as a percent of GDP, from 
21.3 to 21.5. 2/ 


Credit policy was even more restrictive. Central Bank credit to the 
banking system declined even in nominal terms, by 1.8 billion sucres 
(1.6 percent). Credit to other financial institutions declined 1.5 
billion sucres (3.2 percent). Concern about the exchange rate 
during the last 4 months of 1987 led the government to restrict 
liquidity severely in the private sector by increasing bank reserve 
requirements. Commercial bank and National Development Bank credits 
to the private sector increased only 22.1 percent -- roughly a 10 
percent decline in real terms. 


Reflecting the tight liquidity, interbank loan rates peaked at 45 
percent in mid-December. Commercial loans were not easily 
obtainable during the later part of the year. 


In sum, credit during 1987 was directed toward the public sector and 
away from the private sector, allowing rapid growth in the fiscal 
deficit but exacerbating a slowdown in private investment. 


Inflation 


The urban consumer price index increased 32.48 percent during 1987, 
according to official figures, compared with 27.3 percent in 1986. 
Prices increased 5.2 percent in March, sparked by higher fuel 
prices. Another significant jump occurred in November, probably 


1/ Ml = Cash and demand deposits 
2/ M2 Ml and time deposits of various types and 
certificates of deposits. 
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due to the rapid devaluation of the sucre. The official price index 
uses a market basket designed for the urban poor; different 
methodology used by a local research institute resulted in an 
inflation rate closer to 50 percent. 


Balance of Payments 


Ecuador’s balance-of-payments situation continued to deteriorate in 
1987 due to the dramatic decline in oil exports. Oil exports in 
1987 were worth only $779 million, a reduction of $204 million from 
the already low 1986 level. Non-oil exports stagnated at $1.2 
billion as increased shrimp exports were offset by lower coffee 
prices and reduced cocoa exports. Imports increased dramatically, 
from $1.63 billion to $2.05 billion. Petroleum and refined 
petroleum products account for about $200 million of the increased 
imports. One private study suggests that the remaining increase in 
imports is more than accounted for by the decline of the dollar 
against other major currencies. Nevertheless, the net result was a 


doubling of the current account deficit, from $548 million to $1.25 
billion. 


The following table summarizes Ecuador’s 1987 balance-of-payments 
performance (in millions of U.S. dollars): 


Current Account -1249 
Trade Account 
Merchandise Exports 
Petroleum 
Other 
Merchandise Imports 
Services Account 
Credits 
Debits 
Interest 
Other 
Net Transfers 


Capital Account 
Direct Investment 
Foreign Borrowing 

Borrowing 
Amortization 
Other 


Increased Reserves 
Arrearages 

Trade Arrears 
Amortization 
Interest 


* includes short-term loans 
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Most of the arrearages should be cleaned up by the second quarter of 
1988. Completion of the commercial bank rescheduling tentatively 
agreed to last October will provide new money to cover $350 million 
of overdue interest. A Paris Club rescheduling in January should 
clean up most of the remaining arrearages. Continuation of the oil 
financing facility, worth $220 million, is a further element in the 
overall financial restructuring. 


Prospects for 1988 are good, assuming some recovery in the price of 
oil and no new natural disasters. Petroleum exports should recover 
to over $1 billion, and nonpetroleum exports can be expected to 
continue moderate growth, led by shrimp. Banana exports may 
stagnate due to a blight, but cocoa exports should recover, somewhat 
from the low 1987 level. If coffee prices were to recover the 
economy would receive an important boost. 


The trade account should return to a significant positive balance, 
and the current account deficit should be reduced to less than half 
the 1987 level. Most, if not all, of the remaining current account 
deficit will be covered by loans from multilateral institutions 
which already are close to disbursement. 


Foreign Exchange and Exchange-Rate Developments 


Net international reserves, excluding arrears, are reported to have 
increased from minus $21 million on January 1, 1987, to minus $16 
million on December 31. Foreign exchange reserves declined from 
$460 million on January 1 to $301 million on September 30. However, 


foreign exchange plus gold and other reserves were more than offset 
by liabilities. 


The sucre declined 71 percent against the dollar in the free 
exchange market during 1987. After maintaining 146 sucres per 
dollar from October 1986 through late February 1987, the exchange 
rate fluctuated unpredictably, reaching over 290 sucres/dollar in 
mid-November. Massive intervention by the Central Bank then brought 


the rate down to 250 sucres/dollar where it remained through the end 
of the year. 


Concern about the exchange rate led the government to increase 
reserve requirements and adopt other measures restricting bank 
credit in September. The resulting confrontation between the 
government and the banks eased briefly when banks adopted a 
"gentlemen’s agreement" artificially to hold the line at 200 
sucres/dollar. During the three weeks this agreement lasted, a 
black market developed. Collapse of the agreement led to rapid 


devaluation of the sucre until the Central Bank intervention 
mentioned above. 


Debt 


Ecuador’s medium- and long-term external debt grew 12.4 percent 
($1.014 billion) during 1987 to $9.2 billion. As in 1986, the 





-8- 


government borrowed primarily to offset lost oil revenues and to 
avoid taking more-painful balance-of-payments adjustment measures. 
In addition, some borrowing can be attributed to reconstruction 
costs after the earthquake. Unless oil prices increase to well over 
$20 per barrel, Ecuador’s debt will continue to increase in 1988. 


The ratio of debt service (not counting short-term interest) to 
exports of goods and services before rescheduling would have been 
98.3 in 1987; this ratio was 49.8 after rescheduling. 


1988 Elections 


The fact that 1988 is a presidential election year in Ecuador will 
have some repercussions on the economy. The top two vote-getters 
from the January 31 election will compete in a run-off on May 8. 
The inauguration is scheduled for August 10. 


The eventual winner is likely to be from either the center-left or 
the center-right. Major reversals of the current administration’s 
free market policies are therefore unlikely. All major candidates 
appear to accept the need for foreign investment, especially in 

export-oriented industries (particularly petroleum). Some changes 
are sure to occur, however, with center-left candidates likely to 


alter such highly visible policies as the floating exchange and 
interest rates. 


Uncertainty about the specific policy changes likely to occur in 
1988 is cited by some observers as an important cause of the 
Slowdown in investment in 1987. That could also lead to 
exchange-rate instability during the first half of 1988. 


B. Implications for U.S. Business 


U.S. exports to Ecuador should increase during 1988. Elimination of 
petroleum imports should allow nonpetroleum imports to increase even 
as total imports decline. U.S. exports should be more competitive 
given the devaluation of the dollar against the yen and European 
currencies. Financing terms will continue to be particularly 
important for public sector purchases. 


Since private exports provide most of the foreign exchange for 
imports, import demand should closely reflect private-sector (i.e., 
non-oil) exports. Thus, developments in the shrimp, banana, coffee, 
and cocoa industries will determine the level of imports. It is 
unlikely that the public sector would seek to buy some of the 
private sector’s foreign exchange, so long as oil prices do not 
collapse. If the government decides to restrict imports, we expect 
the mechanism would be stricter import-licensing requirements 
probably focussing on consumer goods. In October, the government 
attempted to restrict imports by requiring that importers make prior 
deposits in the Central Bank of a percentage of the value of the 


import. This requirement is expected to be phased out in the near 
future. 
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The potential for sales to Ecuador appears largest in the following 
six sectors. 


A. Petroleum industry: exploration and production by the state 

petroleum company (CEPE) and by Texaco, as well as new exploration 
activities by some 12 additional consortia, will continue to offer 
excellent opportunities for U.S. equipment. The installation of a 


gas-liquification plant and some pipeline construction is also 
anticipated. 


B. Medical, dental, and hospital equipment and supplies: The 
health-care sector in Ecuador needs modernization. New equipment 
for existing hospitals and for rural health centers plus the 
construction of new hospitals is expected. The Ministry of Social 
Welfare has a project for equipping five hospitals worth $50-60 
million. The shortage of dental-care facilities may also offer good 
opportunities. In addition, laboratory equipment for the 
health-care sector is needed. 


C. Agricultural machinery and equipment: Agriculture continues to 
be the main source of employment in Ecuador, providing jobs for 49 
percent of the population and contributing 13.5 percent to the 
country’s GDP. Ecuadorian agriculture is very diversified. A vast 
amount of equipment and supplies (fertilizer, pesticides) is 
required, most of which must be imported. Currently the emphasis is 
to develop nontraditional exports of agricultural products, for 
which new technology and equipment are required. 


D. Food processing and packaging machinery: Fruit and vegetable 
processing is a growth area. Sales in the meat processing sector 
also appear to show promise. Increasing production of seafood will 
require large quantities of processing and packaging machinery. New 
technology also is needed. 


E. Mining industry: Ecuador’s mining industry is in the infant 
stage. Preliminary studies have shown that Ecuador is rich in 
precious metals such as gold, silver, and to a lesser degree, 
platinum. Over 90 exploration areas have been identified, which 
include base metals (copper, zinc, and cobalt), nonmetallic and also 
precious ores. This is a new area of development, and there is 
little infrastructure. All kinds of machinery and equipment are 
required. 


F. Telecommunications: The Ecuadorean Telecommunications Institute 
(IETEL) has begun a modernization program for its systems and is 
installing digital lines and switching equipment in major cities. 
Current programs to interlock rural areas, the Oriente region, and 
the Galapagos Islands are being considered, offering good 
possibilities for cellular telephones and satellite communications. 
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